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The following abbreviations and acronyms are used in this report.
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DSAA. .ccseveeeeeeassansssssss.Defense Security Assistance Agency
DTS.ceseesocscsccsscssoaasscs ......Defense Transportation System
FMS .o eeoeeeasoneaanaassassssasssssasssssssforeign military sales
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STARS..eeeseeseeassessss.Standard Accounting and Reporting System
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INSPECTOR GENERAL
DEPARTMENT OF DEFENSE
400 ARMY NAVY DRIVE
ARLINGTON, VIRGINIA 22202-2884

June 26, 1992

MEMORANDUM FOR COMPTROLLER OF THE DEPARTMENT OF DEFENSE
ASSISTANT SECRETARY OF THE NAVY (FINANCIAL
MANAGEMENT)
ASSISTANT SECRETARY OF THE AIR FORCE (FINANCIAL
MANAGEMENT)
DIRECTOR, DEFENSE SECURITY ASSISTANCE AGENCY
INSPECTOR GENERAL, DEPARTMENT OF THE ARMY

SUBJECT: Audit Report on Accessorial Charges Applied to Foreign
Military Sales (Report No. 92-108)

We are providing this final report for your information and
comments. Comments on a draft of this report were considered in
preparing the final report.

The report addressed the accuracy of the accessorial charges
applied to foreign military sales transactions and whether the
charges were promptly billed. Also, we reviewed the adequacy of
internal controls related to billing and reimbursing the Military
Departments for such costs.

DoD Directive 7650.3 requires that all audit recommendations
be resolved promptly. Therefore, the Commander, Army Materiel
Command, and the Under Secretary of the Air Force (International
Affairs) must provide comments on the final report by August 26,
1992. Those comments must indicate concurrence or nonconcurrence
with the recommendations in Part II. DoD Directive 7650.3 also
requires that you comment on the estimated monetary benefits,
state the amounts you concur or nonconcur with, and give the
reason for your nonconcurrence. Recommendations and potential
monetary benefits are subject to resolution in the event of
nonconcurrence or failure to comment. See the "Status of
Recommendations" section at the end of each finding for the
recommendations that Army and Air Force must comment on and the
specific requirements for your comments.



The courtesies extended to the audit staff are appre-
ciated. If you have any questions about this audit, please
contact Mr. Alvin L. Madison at (703) 614-1681 (DSN 224-1681) or
Mr. Ronald C. Tarlaian at (703) 614-1365 (DSN 224-1365).

Robery J. Lleberman
Assistant Inspector General
for Auditing

cc:
Secretary of the Army
Secretary of the Navy
Secretary of the Air Force
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FINAL AUDIT REPORT ON
ACCESSORIAL CHARGES APPLIED TO FO GN MILITARY LES

EXECUTIVE SUMMARY

Introduction. Accessorial charges are those costs applied to
foreign military sales (FMS) that are not included in the
standard price or contract cost of materiel. The charges are
billed to FMS customers when the Military Departments report
deliveries of Defense articles. From October 1, 1985, to
December 31, 1990, .,705 FMS cases involving aircraft, combat
vehicle, and missile systems had an estimated delivery value of
$9.1 billion for which accessorial charges could have applied.
We reviewed 100 high~dollar value cases that had a delivered
value of $5 billion.

Objectives. The objectives of the audit were to determine:

o the accuracy of the accessorial charges applied to
foreign military sales for the recovery of transportation
costs; packing, crating, and handling charges; contract
administration services; and asset use charges;

o whether charges had been billed promptly; and

o the adequacy of internal controls related to billing and
reimbursing the Military Departments for such costs.

Audit Results. The Military Departments did not properly apply
accessorial charges to Defense articles delivered to FMS
customers, resulting in overcharges of about $2.8 million and
undercharges of $11.4 million. Also, the Military Departments
had ineffective internal control procedures to ensure that
billing information submitted to the Deputy for Security
Assistance at the Defense Finance and Accounting Service - Denver
Center was accurate and timely.

o The Military Departments billed inaccurate transportation
costs to FMS customers because they did not comply with DoD
regulations that required updates to the Transportation Cost
Look-up Table. Also, internal control procedures were inadequate
to ensure that case managers submitted accurate billing
information to the Deputy for Security Assistance. Finally, the
Deputy for Security Assistance’s system did not accurately
process changes in delivery term codes for items in the Look-up



Table. As a result, transportation costs were undercharged
$2 million on 13 cases and overcharged $2.3 million on 19 cases
(Finding A).

o The Military Departments incorrectly charged FMS
customers for packing, crating, and handling and asset use costs.
Case managers did not implement internal control procedures to
ensure the accuracy of delivery source codes for shipments to FMS
customers. As a result, FMS customers were undercharged
$8 million on 15 cases and overcharged $424,000 on 4 cases
(Finding B).

o The Military Departments did not accurately and promptly
report to the Deputy for Security Assistance deliveries of
Defense articles to FMS customers. Case managers did not adhere
to established procedures for monitoring contractor and depot
shipments. Also, unlike the other Military Departments’ systems,
the Navy’s system would not permit deliveries to be reported to
the Deputy for Security Assistance until the Navy had recorded
payments to contractors. As a result, the costs of
transportation and packing, crating, and handling were
undercharged $1.4 million on 19 cases and overcharged $12,600 on
2 cases (Finding C).

Internal Controls. This report identifies three material
internal control weaknesses. The first internal control weakness
was the fact that the Military Departments did not submit correct
billing information to the Deputy for Security Assistance. Case
managers did not always monitor the progress of each FMS case,
resulting in incorrect billings to FMS customers. See Finding A
for details of this weakness.

The second internal control weakness was the inaccuracy of source
coding of deliveries reported to the Deputy for Security
Assistance. Case managers did not accurately report shipments
from procurement contracts and DoD inventories. See Finding B
for details of this weakness.

The third internal control weakness was a lack of adequate
procedures to monitor contractor and depot shipments to ensure
accurate and prompt billing of accessorial charges to FMS
customers. Because of the delays, $246 million was not
transferred from the FMS Trust Fund to the proper appropriation
accounts. See Finding C for details of this weakness. Details
of our review of the internal controls are on page 4.

Potential Benefits of Audit. This report identifies monetary
benefits of $11.4 million in the recovery of accessorial charges
not applied to FMS customers. Appendix E summarizes monetary and
nonmonetary benefits.

ii



Summary of Recommendations. We recommended that the Military
Departments comply with DoD regulations and update the
Transportation Cost Look-up Table. We also recommended that the
Military Departments ensure that case managers submit accurate
billing information to the Deputy for Security Assistance for
each reported delivery of Defense articles to FMS customers. We
further recommended that the Navy’s Management Information System
for International Logistics be reprogrammed to allow accurate and
prompt reporting of deliveries to the Deputy for Security
Assistance without recorded contractor payments. We also
recommended that customers’ cases be adjusted to charge correct
transportation and packing, crating, and handling costs.

Management Comments. The Deputy Comptroller of the Department of
Defense concurred with the intent of Recommendation A.3. The
Army concurred with each finding, the monetary benefits
associated with Findings B and C, and Recommendations A.l.a. and
A.2. The Army concurred in principle with Recommendations B.1l.a.
and C.l1. and partially concurred with Recommendation B.l.b. The
Army nonconcurred with Recommendation A.l1.b. and the monetary
benefits associated with the recommendation, stating that proper
transportation costs had been billed to FMS customers. The Navy
concurred with each finding, all recommendations, and the
monetary benefits. The Air Force concurred with the findings,
the monetary benefits, and Recommendation A.l.a. The Air Force’s
comments did not address Recommendations A.2. and C.1l1. and did
not provide completion dates for Recommendations A.1.b., B.l.a.,
and B.1l.b. The Director, Defense Security Assistance Agency,
disagreed with Recommendation C.l1. regarding delivery reporting
procedures. The Military Departments’ responses did not support
DSAA’s position on Recommendation C.1. When responding to the
final report, we ask that the Army reconsider its position on the
nonconcurrence and that the Army and the Air Force provide us
with additional comments. Final comments must be provided by
August 26, 1992. The complete text of management comments is in
Part IV of the report.
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T I: INTRODUCTION

Background

Definition. Accessorial charges are those costs that are
incidental to issues, sales, and transfers of materiel but not
included in the standard price or contract cost of materiel.
These costs include transportation; packing, crating, and
handling (PC&H); contract administration services; and asset use.

Laws and requlations. The Arms Export Control Act governs
the sale of Defense articles to foreign countries and requires
that all costs incurred in foreign military sales (FMS) be fully
recovered. DoD Manual 5105.38-M, "Security Assistance Management
Manual," October 1, 1988, specifies the costs that the Military
Departments must include in the pricing of Defense articles in
order to comply with the Arms Export Control Act. This manual
further requires the Military Departments to report the physical
delivery of Defense articles to the Deputy for Security
Assistance (DSA), formerly the Security Assistance Accounting
Center, within 30 days of the date of shipment. DoD
Manual 7290.3-M, "Foreign Military Sales Financial Management
Manual," September 18, 1986, gives detailed guidance on policies
for the pricing and billing of these costs.

Management responsibilities. The Defense Security
Assistance Agency (DSAA) has overall responsibility for the
coordination and implementation of all FMS agreements. The
Military Departments provide Defense articles to satisfy the
requirements of these sales. The Military Departments also

report all costs of the sales to DSA so that FMS customers can be
billed. The Military Departments assign an FMS case manager to
each case; the case manager must ensure that all costs of
delivering the Defense articles are accurate and are billed
promptly. The case manager must also ensure that the Defense
Integrated Financial System and the DoD Component’s case records
agree.

Objectives

The objectives of the audit were to determine the accuracy of
accessorial charges applied to FMS for the recovery of
transportation costs; packing, crating, and handling charges;
contract administration services; and asset use charges. We also
determined whether the charges had been billed promptly, and we
evaluated internal control procedures for billing and reimbursing
the Military Departments.



8cope

Case selection process. We obtained reports from DSAA and
the Military Departments that listed all Army, Navy, and Air
Force cases with deliveries of aircraft, combat vehicles, and
missiles to FMS customers between October 1, 1985, and
December 31, 1990. The reports 1listed 705 cases with an
estimated delivered value of $9.1 billion. From these reports,
we selected 100 FMS cases with a delivered value of $5 billion,
based on a delivered value of at least $1 million per case.
Specifically, we reviewed 45 Army cases: 10 cases at the
Aviation Systems Command (AVSCOM), 11 at the Tank-Automotive
Command (TACOM), and 24 at the Missile Command (MICOM). We
reviewed 30 Navy cases: 25 cases at the Naval Air Systems Command
(NAVAIR) and 5 at the Naval Sea Systems Command (NAVSEA). We
also reviewed 25 Air Force cases: 9 cases at the Aeronautical
Systems Division (ASD), 10 at the Air Force Logistics Command
(AFLC), and 6 at Eglin Air Force Base. Appendix A 1lists the
cases by weapons system.

Scope elements. We obtained the Letter of Offer and
Acceptance (LOA) and other relevant information from each case
file. For each case reviewed, we also obtained from DSA a Detail
Delivery History Search (DDHS), which is a detailed record of all
case transactions. We determined whether all accessorial costs
were applied to each case by comparing case file data (the amount
that should have been charged) to the DDHS (actual charges billed
for each case). We also determined whether case managers at each
Military Department submitted accurate billing information to DsaA
for all reported deliveries. Further, we reviewed the procedures
used by the Military Departments to bill FMS customers, and
determined whether the charges were billed promptly. Finally, we
reviewed each case to determine whether the Military Departments
were properly reimbursed for all accessorial charges.

Audit period, standards, and locations. This program audit
was made from October 1990 through June 1991 in accordance with

auditing standards issued by the Comptroller General of the
United States as implemented by the Inspector General, DoD, and
accordingly included such tests of internal controls as were
considered necessary. Appendix F lists the activities we visited
or contacted. :

Internal controls

Controls assessed. We evaluated the Military Departments’
internal control procedures for the billing of accessorial
charges applied to FMS cases associated with sales of aircraft,
missiles, and combat vehicles. We assessed the internal controls
that case managers used to monitor billing information submitted
to DSA for each reported delivery. We also assessed the internal
controls that case managers used to monitor contractor and depot



shipments to ensure prompt billing of FMS customers. Further, we
assessed the internal control procedures for ensuring that
Military Departments were reimbursed for accessorial charges.

Internal control weaknesses. We identified material
weaknesses as defined by Public Law 97-255, Office of Management
and Budget Circular A-123, and DoD Directive 5100.76-M. Internal
control procedures did not ensure that case managers reported
accurate billing information to DSA for items on the
Transportation Cost Look-up Table; this resulted in inaccurate
billings of transportation charges to FMS customers. Case
managers did not follow internal control procedures to ensure the
accuracy of delivery source codes for items sold from procurement
contracts and DoD inventories. This resulted in incorrect PC&H
and asset use costs being charged to FMS customers. We also
found an internal control weakness in the procedures that case
managers used to report deliveries to DSA, which resulted in
delayed billings of accessorial costs to FMS customers and
delayed reimbursements to the Military Departments. The internal
control weaknesses are discussed in Findings A, B, and C,
together with recommendations to correct the weaknesses. We also
have determined that monetary benefits of $11.4 million can be
realized by implementing the recommendations. Copies of the
final report will be provided to the senior Military Department
officials responsible for internal controls for their use in
preparing annual internal control statements.

Prior Audits and Other Revievws

Inspector General, DoD, Report No. 91-055, "Pricing and Billing
of Stinger Missiles Sold to Foreign Military Sales Customers,"
February 27, 1991, identified problems in MICOM’s method of
applying and billing asset use costs to FMS customers. MICOM did
not submit prompt reports to DSA when Defense articles were
shipped to FMS customers. Also, the Defense Finance and
Accounting Service - Denver Center (DFAS - Denver) erroneously
charged FMS customers for transportation costs due to a problem
in the system’s programming. These problems resulted in
$4.1 million in overcharges to FMS customers.

Recommendations were made for MICOM to correct incorrect asset
use charges and establish procedures to ensure prompt delivery
reporting of FMS shipments, and for DFAS - Denver to correct the
erroneous transportation charges. MICOM concurred with the
recommendations and adjusted each FMS case where erroneous asset
use charges had been billed to FMS customers. Further, MICOM
established procedures to allow case managers to promptly report
all deliveries to FMS customers. DFAS concurred with the
recommendation and adjusted the incorrect transportation charges.



Other Matters of Interest

In July 1990, the Defense Logistics Agency (DLA) assumed the
responsibility for submitting contract administration services
(CAS) charges to DSA so that the Military Departments can be
reimbursed. Defense Contract Management Districts (DCMDs) submit
dollar amounts for CAS charges to DLA, which consolidates the
charges and forwards them to DSA for reimbursement so that the
Military Departments can be reimbursed. The DSAA Comptroller was
concerned about the accuracy of the CAS charges, stating that
wide variations and adjustments occurred in the monthly CAS
charges submitted by DLA to DSA. Also, DSAA informed us that
specific guidance had not been written concernlng the 1lines of
responsibility or procedures to be followed in reporting CAS
charges to DSA.

We visited three DCMDs to determine the effectiveness of the CAS
reimbursement program after July 1990. The variations and
adjustments to the monthly CAS charges that DLA submitted to DSA
resulted from errors and untimely input by the DCMDs, not from a
lack of standardized procedures for calculating the
reimbursements. The DCMDs used uniform written guidance for

reporting CAS charges to DLA. We did not report any findings on
CAS.



PART II - FINDINGS AND RECOMMENDATIONS
A. Transportation Costs

The Military Departments did not accurately bill transportation
costs to foreign military sales (FMS) customers for shipments of

Defense articles. This condition had three causes. First, the
Military Departments did not always comply with DoD’s requirement
that the Transportation Cost Look-up Table (the Look-up Table)

be updated annually. Second, the Military Departments lacked
effective internal controls to ensure that case managers reported
accurate billing information to the Deputy for Security
Assistance (DSA) for customers’ deliveries. Third, DSA’s Defense
Integrated Financial System (DIFS) did not accurately compute
transportation costs for Look-up Table items when the method of
delivery was changed. As a result, FMS customers were
overcharged by $2.3-million for transportation costs on 19 cases
and undercharged by $2 million on 13 cases.

DISCUSSION OF DETATILS

Regulations for the Transportation Cost Look-up Table. DoD
Manual 7290.3-M, "Foreign Military Sales Financial Management

Manual," September 18, 1986, states that the cost of Defense
Transportation System (DTS) shipments shall be recovered by means
of a surcharge based on a percentage of the unit price of the
article or by using the Look-up Table. DoD Manual 7290.3-M also
allows the Military Departments to submit actual or estimated
transportation costs through the delivery reporting process using
the "FMS Detail Delivery Report" (DD Form 1517). DSA applies
Look-up Table rates when DD Forms 1517 are received from Military
Departments. The Military Departments use DD Form 1517 to report
to DSA the costs of new procurements and Defense articles shipped
from DoD inventory. DoD Manual 5105.38-M, "Security Assistance
Management Manual," October 1, 1988, states that each Military
Department will prov1de the Defense Security Assistance Agency
(DSAA) with annual updates to the Look-up Table for Defense
articles (surcharge rates for existing, added, or deleted items).
DoD Manual 5105.38-M further states that the Look—up Table should
give estimates of actual transportation costs for items that DTS
routinely ships, if transportation costs based on the percentage
rate are significantly different from actual costs.

Billing of transportation costs. We determined that
customers were mischarged transportation costs on 32 of 100 FMS
cases; 19 cases had overcharges totaling $2.3 million, and
13 cases had undercharges totaling $2 million. Customers were
mischarged for the reasons discussed below. Appendix B lists the
FMS cases and the erroneous transportation costs.

i/ Provides.estimates of actual transportation costs for items
routinely shipped by the Defense Transportation System (DTS).



Compliance with DoD requlations. Transportation costs were
mischarged on 18 of 100 FMS cases because the Military

Departments did not comply with the requirement in DoD
Manual 5105.38-M to update the Look-up Table annually. The
annual updates are required because of changes in DTS’s costs to
transport Defense articles. We determined that items should have
been added to the Look-up Table based on current models of
systems already in the Look-up Table.

Army. Army subordinate commands, through the U.S. Army
Security Assistance Command (USASAC), were responsible for
submitting annual updates of the Look-up Table to DSAA. Most
Army subordinate commands had complied with DoD Manual 5105.38-M
and were updating the Look-up Table, but not on a timely basis.
We found that some customers were overcharged transportation
costs of $664,000 -because the Look-up Table was not updated
promptly. For example, the Army Missile Command (MICOM) had
three FMS cases (BA-B-UCS, JA-B-VSY, and NE-B-VNW) that had
deliveries of two tube-launched, optically tracked, wire
command-link (TOW) guided missile systems and one Patriot missile
system before data on these systems were included in the Look-up
Table. MICOM personnel said these weapons systems were in full
production by 1987, but MICOM did not submit data on these items
to USASAC to update the Look-up Table until October 1990.
Therefore, the FMS customers were charged for transportation
costs using a percentage rate, which resulted in overcharges.

Navy. The Navy International Programs Office (Navy
IPO) was responsible for requesting annual updates to the Look-up
Table from the Navy Systems Commands (the Naval Air Systems
Command [NAVAIR] and the Naval Sea Systems Command [NAVSEA]) for
Navy weapons systems. However, since December 1989, the Navy had
not submitted annual updates for weapons systems to comply with
DoD Manual 5105.38-~M. As a result, for 7 of 30 cases with
systems or components that should have been added to the Look-up
Table, 5 cases had been overcharged transportation costs of
$328,000, and 2 cases had been undercharged $158,000.

Air Force. The Deputy Under Secretary of the Air Force
(International Affairs) tasked the Air Force Systems Command and
the Air Force Logistics Command (AFLC) to submit annual updates
to the Look-up Table for Air Force weapons systems. However,
since December 1989, the Air Force had not updated the Look-up
Table as required by DoD Manual 5105.38-M. As a result,
customers were overcharged transportation costs of $73,000 on two
cases and undercharged $174,000 on four cases. Also, for two
other Air Force cases with multiple case lines, FMS customers
were both overcharged by $245,000 and undercharged by $380,000
for transportation costs.



Internal controls. The Military Departments used
ineffective internal control procedures to process billing
information. For 10 of 100 FMS customers’ cases, case managers
had not submitted accurate billing information, such as correct
transportation bill codes and National Stock Numbers (NSNs), to
the Military Departments responsible for reporting deliveries to
DSA. As a result, customers were overcharged $427,000 on
six cases and undercharged $1,238,000 on four cases.

Army. We reviewed 45 Army cases and determined that
for 2 <cases, the Aviation Systems Command (AVSCOM) used
ineffective internal control procedures to process billing
information. In one case, the FMS customer was overcharged
transportation costs of $57,000, and in another case, the
customer was undercharged transportation costs of $23,000. These
erroneous charges occurred because case managers did not monitor
the FMS cases and submit the proper billing information to DSA.

Navy. The Navy lacked effective internal controls to
ensure that the Navy International Logistics Control Office
(NAVILCO) and the Navy Systems Commands reported accurate data
through the Management Information System for International
Logistics system and the Standard Accounting and Reporting
System. The Navy Systems Commands should provide accurate data
to NAVILCO from case implementation until case closure. NAVILCO
is responsible for reporting deliveries of Defense articles to
DSA. The Navy Systems Commands and NAVILCO did not report the
correct transportation bill codes and NSNs needed to ensure that
FMS transactions were accurate and complete, and transportation
costs were properly billed by DSA. As a result, customers were
overcharged transportation costs of $370,000 on 5 of 30 cases and
undercharged $182,000 on 2 of 30 cases.

Air Force. In 1 of 25 cases, AFLC did not charge
transportation costs of $1,033,000 to the FMS customer because
the case line manager did not amend the LOA. According to the
LOA for the sale of 290 Maverick missiles to Germany, a delivery
term code of "4" was to be used, making the FMS customer
responsible for transporting the missiles from the contractor’s
facility in the United States to Germany. The "Requisition and
Invoice Shipping Document" (DD Form 1149) showed that the
contractor shipped the missiles to an Army storage site at Sunny
Point, North Carolina. Thus, the case line manager should have
amended the LOA and changed the delivery term code from "4" to
wg," indicating that DTS shipped the missiles to a stateside
port. If the LOA had been properly amended, transportation costs
would have been billed to the customer when AFLC reported the
delivery to DSA.



Processing changes in methods of delivery. In 4 of

100 cases, FMS customers were erroneously billed for
transportation costs. These erroneous billings occurred because
of a systemic problem with DSA’s DIFS. The system did not
accurately process changes in methods of delivery to FMS
customers. When customers request changes in the method of
delivery for Look-up Table items, the Military Departments should
change the delivery term code and report an appropriate
transportation bill code on DD Form 1517. According to DoD
Manual 7290.3-M, the transportation bill code must be used if the
delivery term code is changed. However, when the data on DD Form
1517 met the criteria for a valid Look-up Table item, DIFS
automatically input a "W" for the transportation bill code. This
caused the system to charge a Look-up Table rate for the
delivery, regardless of the Military Department’s instructions.
Because of this problem in the DIFS, FMS customers were
overcharged $602,000 in transportation costs on two cases, and
undercharged $39,000 on two other cases. To prevent DIFS from
charging the transportation rate established in the 1Loa,
additional transportation bill codes should be incorporated in
DIFS to recognize changes in the method of delivery.

RECOMMENDATIONS FOR CORRECTIVE ACTION

1. We recommend that the Commander, Army Materiel Command; the
Deputy Assistant Secretary of the Navy for International Policy:
and the Deputy Under Secretary of the Air Force (International
Affairs):

a. Require operating activities to comply with DoD
Manual 5105.38-M, "Security Assistance Management Manual," by
submitting annual updates to the Transportation Cost Look-up
Table in a timely manner.

b. Correct the transportation charges for the foreign
military sales cases listed in Appendix B.

2. We recommend that the Commander, Army Materiel Command; the
Navy International Programs Office; and the Deputy Under
Secretary of the Air Force (International Affairs) strengthen
internal control procedures to ensure that for each delivery
reported, accurate transportation billing information is
submitted on DD Form 1517 to the Deputy for Security Assistance.

3. We recommend that the Deputy Comptroller of the Department of
Defense (Management Systems) implement a change to DoD
Manual 7290.3-M, "Foreign Military Sales Financial Management
Manual," to add transportation bill codes to allow the Deputy for
Security Assistance’s system to charge the correct transportation
rate when the method of delivery changes for items on the
Transportation Cost Look-up Table.



MANAGEMENT COMMENTS

The Deputy Comptroller for Management Systems, DoD, concurred
with the intent of Recommendation A.3. in the draft report and is
using SD (Secretary of Defense) Form 106 to coordinate a formal
change to a proposed Volume 15, "Security Assistance Policies and
Procedures," of a new financial management regulation that is
intended to replace DoD Manual 7290.3-M. The proposed change
would require charging actual transportation costs instead of the
surcharge or Look-up Table rate. The SD Form 106 comments are
due from the DoD Components in mid-1992. The Deputy Comptroller
stated that if actual costs cannot be implemented, improvements
to the operation of the Look-up Table will be initiated, such as
the mandatory use of transportation bill codes.

The Army concurred with Recommendations A.l.a. and A.2. in the
draft report. On Recommendation A.l.a., the Army stated that
operating activities will be required to submit annual updates to
the Transportation Cost Look-up Table in a timely manner. On
Recommendation A.2., the Army stated that effective internal
control procedures will be used to ensure the accuracy of
transportation billing information submitted on DD Form 1517 to
the Deputy for Security Assistance. However, the Army disagreed
with our statement that AVSCOM used ineffective internal control
procedures to process billing information, which 1led to
overcharges of $57,092 and undercharges of $22,642. For FMS case
PI-B-UMZ, the Army stated that according to a printout of the
DIFS, AVSCOM had not charged the FMS customer for any
transportation costs. For FMS TH-B-VMY, the Army stated that
based on the normal billing cycle for aircraft procurements, a
determination regarding the $22,642 undercharge could not be made
at this time.

The Army nonconcurred with Recommendation A.1.b. in the draft
report to correct the transportation charges detailed in
Appendix B, and the monetary benefits of the recommendation. 1In
nonconcurring with Recommendation A.1.b, the Army stated that the
use of the percentage method is appropriate until DSAA approves a
rate for inclusion on the Look-up Table. The policy is to make
no retroactive adjustments to billing after the Look-up Table is
changed. In nonconcurring with the monetary benefits, the Army
stated that the weapons systems for the 2 TOW missile cases were
not in full production in 1987, and that an Engineering Change
Proposal was incorporated into the contract in September 1989.
The shipments for these weapons systems occurred in 1990, before
DSAA approved the Look-up Table rate. MICOM submitted
information to DSAA in August 1989 to have these weapons systems
included on the Look-up Table. However, since the cut-off for
inclusion on the Look-up Table is June, the information was
submitted too late for inclusion on the FY 1990 Look-up Table.



The Navy concurred with Recommendations A.l.a., A.l.b., and A.2.;
and the monetary benefits in the draft report. Pertaining to
Recommendations A.l.a. and A.l.b., the Navy IPO will require the
Navy community to submit updates to the Look-up Table. In
addition, the Navy IPO will monitor the progress of these updates
and ensure that information is submitted to correct the
transportation charges identified in Appendix B of the draft
report. The estimated completion date for these actions is
September 30, 1992. Regarding Recommendation A.2., the Navy IPO
will also review transportation charges during case management
reviews and financial reconciliation at case closure. The
estimated completion date for this action is June 30, 1992.

The Air Force concurred with Recommendations A.l.a. and A.l.b.,
and the monetary benefits in the draft report. On Recommendation
A.l.a., the Air Force stated that the Look-up Table had not been
adjusted and that assessing the standard accessorial percentage
for high-dollar items such as missiles is inappropriate. The Air
Force is reviewing transportation costs for the Look-up Table for
the annual October update. However, the Air Force stated that
the Look-up Table 1is an inaccurate tool for assessing
transportation costs. The Look-up Table reflects the estimated
transportation costs for a single unit; however, the purchase and
transportation of a single unit is uncommon, and transportation
costs in the Defense Transportation System do not graduate
linearly along a predetermined cost scale. Since transportation
costs are based on cubic weight and mileage, accurate cost tables
cannot be developed. Also, depending on the final destination,
charges using the Look-up Table vary substantially. Regarding
Recommendation A.l.b., the Air Force stated that the cases
identified in Appendix B are being reviewed, and any incorrect
transportation charges will be corrected.

AUDIT RESPONSE TO MANAGEMENT COMMENTS

The Deputy Comptroller for Management Systems, DoD, comments
satisfied the intent of Recommendation A.3.

The Army’s comments to Recommendations A.1. were fully
responsive. The Army’s comments to Recommendation A.2. were not
fully responsive because the Army did not specify the internal
control procedures that would be used to ensure the accuracy of
transportation billing information. Therefore, we request that
the Army provide this information when responding to the final
report. Also, the Army stated that on FMS case PI-B-UMZ, AVSCOM
did not charge the FMS customer for transportation costs. Based
on our review of DIFS records, AVSCOM adjusted the case in July
1991, shortly before the draft report was issued. Therefore, the
overcharge of $57,092 was accurate when the report was issued.
However, based on AVSCOM’s actions, Appendix B has been changed
to reflect the adjustment. On FMS case TH-B-VMY, AVSCOM did not
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charge the FMS customer for transportation costs of $22,642, even
though materiel had been shipped.

Oon Recommendation A.l.b., we disagree with the Army’s statement
that the use of a percentage rate for billing transportation
costs is appropriate until a Look-up Table rate is approved.
DSAA allows the Military Departments to use a transportation bill
code of "D" to submit actual costs when a delivery is reported.
Therefore, DSA should not charge transportation costs until the
Military Department submits actual cost data. For the three
MICOM cases listed in Appendix C in the draft report, MICOM
requested and received permission from USASAC to use the same
transportation rate in effect for other TOW and Patriot missiles
already on the Look-up Table in August 1989. MICOM requested
this change because MICOM recognized that the improved models
would not be included on the Look-up Table for FY 1990. Although
shipment of the improved TOW and Patriot missiles occurred in
1990, before the items were included on the Look-up Table, MICOM
could have avoided the overcharges by submitting actual costs
rather than using the percentage method. Further, the Army’s
comments mentioned the two TOW missile cases, but not the Patriot
missile case, which represented most of the monetary benefits of
the recommendation. Therefore, we request that the Army
reconsider its position on Recommendation A.1.b. and the monetary
benefits when responding to the final report.

The Navy'’s comments were fully responsive to the recommendations.

The Air Force’s comments to Recommendations A.l.a. were fully
responsive. The Air Force’s comments to Recommendations A.1l.b.

and A.2. were not fully responsive. For Recommendation A.1l.b.,
the Air Force did not provide a completion date for reviewing the
cases listed in Appendix B as having incorrect transportation
charges. For Recommendation A.2., the Air Force’s comments did
not address the specific internal control procedures that would
be strengthened to ensure that accurate transportation billing
information was submitted to the Deputy for Securlty Assistance.
Therefore, we request that the Air Force provide this information
when responding to the final report.
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STATUS OF RECOMMENDATIONS

Response Should Cover:
Concur or Proposed Completion Related

Number Addressee Nonconcur Action Date Issues*
A.1l.b. Assistant X X X M
Secretary of
the Army
(Financial
Management)
A.1l.b. Assistant X M

Secretary of
the Air Force
(Financial
Manageme